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INTRODUCTION
The Philippines offers an interesting case study on the impact of the Association of Southeast Asian Nations (ASEAN) Free Trade Area (AFTA) agreement on business behavior, and one that offers lessons for similar newcomers to free trade agreements (FTAs) in the developing world. Compared to other countries in East Asia, the Philippines has placed more emphasis on outward orientation and ASEAN regional FTAs and less emphasis on bilateral agreements. Outward-oriented trade and investment policies have been a cornerstone of the country's industrialization strategy since the 1980s. Since the early 1990s, the Philippines has leaned toward a more regional approach to liberalization through membership in AFTA, and has subsequently relied heavily on ASEAN in negotiating FTAs. While negotiating these FTAs consumed scarce time and resources, limited attention has been hitherto given to evaluating the impact of FTAs on business activity in the Philippines, particularly the impact of AFTA. Existing studies of the Philippines are mostly ex ante assessments of the macroeconomic effects of FTAs using computable general equilibrium models (Cororaton 2004; Kawasaki 2003; Urata and Kiyota 2003; Yasutake 2004 ) and some sectoral strength-weakness-opportunity-threat analyses (Tan 2004; Austria 2006; Costales 2008; Pineda and Tongco 2007) . Ex post facto evaluation of FTAs has been difficult due to the lack of official published data (e.g., on the utilization of certificates of origin) and effective monitoring of the implementation of FTAs, particularly AFTA. Information on AFTA utilization rates from alternative data sources like firm surveys are also nonexistent.
To the best of the authors' knowledge, this is the first comprehensive firm-level study of the business impact of FTAs in the Philippines. Focusing on AFTA, which has a 15-year implementation history, and looking at other FTAs that were not yet in effect at the time of the survey but are beginning to draw the interest of firms, this study combines descriptive analysis of firm-level data with econometric analysis, where appropriate. It attempts to address three important questions: (i) Do firms use AFTA and why?; (ii) What impedes firms from using either AFTA or other FTAs?; and (iii) What can be done to improve FTA use at the firm level in the future? The study addresses the first question by examining patterns of AFTA use at the industry level and conducting a probit analysis of the determinants of AFTA use. It deals with the second question by ranking what nonusers of FTAs regard as major impediments to use. Issues covered include information, margins of preference, and rules of origin (ROO). This is complemented by a more detailed analysis of ROO issues, which are some of the most contested issues relating to FTAs in East Asia. Accordingly, the analysis of ROO examines the efficiency of origin administration, the possible effect of improvements to the AFTA ROO system in particular, and the perceived impact of multiple ROO in overlapping FTAs. Finally, these findings, along with an examination of the demands for institutional support, provide insights on the third question regarding improving FTA use in the Philippines.
An enterprise survey was conducted in the Philippines between May and November 2008 on 155 randomly selected firms from the transport equipment (36 firms), processed foods (43 firms), and electronics (76 firms) sectors exporting manufactured goods (see Appendix 2 for the sampling methodology). The sample covers firms of different geographical locations, sizes, types of ownership, and sectors. The three sectors were selected for the study in view of their importance in the Philippine economy and the fact that they are priority integration sectors for ASEAN. Together, the three sectors account for around 73% of total Philippine exports, with electronics accounting for a staggering 63% of total exports, machinery and transport equipment for 5%, and processed foods for 4% (see Appendix 3 for the Philippines' export profile with current FTA partners).
By way of background, Section 2 provides a brief overview of Philippine trade and investment policies. Sections 3-6 present an analysis of the firm survey findings on AFTA usage and future use of other FTAs, impediments to the use of FTAs in general, specific ROO issues, and the adequacy of FTA support. Section 7 concludes with a summary of the findings and policy suggestions.
POLICY BACKGROUND AND EXPORT TRENDS
This section reviews the Philippines' trade and investment policy history and examines trends in Philippine export performance, with a particular focus on the shift in trade patterns from traditional markets to ASEAN and other regional markets.
Evolution of the Philippines' Trade and Investment Strategy
A variety of trade and investment episodes have influenced the country's industrialization process (National Economic Development Authority [NEDA] 2004) (see Table 1 for a summary). From the 1950s to the 1970s, the Philippines pursued restrictive and protectionist policies as part of its then inward-looking, import-substituting industrialization strategy. This period was characterized by protective tariffs, foreign exchange control measures, and capital market interventions, which shielded domestic industries from foreign competition. 1 After an initial spurt, the inward-looking strategy soon reached its limits due to a relatively small domestic market. The protectionist regime resulted in inefficient domestic industries, competitiveness issues, and shallow growth, prompting the government to rethink and restructure its industrial policy. 1 See World Trade Organization (WTO) (2005) , Balisacan and Hill (2003) , and Austria (2001) for a detailed account of the Philippines' trade and investment regime. • Tariff Reform & Import
Liberalization programs (1981 -2003 ) & Export Development Act (1994 • Signed WTO Agreement (1995) • Implemented Information
Technology Agreement (2000) • In order to promote more efficient and globally competitive industries, the country started to adopt a unilateral, outward-oriented liberalization strategy. From 1980 onward, initial reforms were focused on tariff reduction and import liberalization programs. 2 Further efforts to liberalize and support the export industry included the Philippines' accession to the World Trade Organization (WTO) and the implementation of the Export Development Act, both in 1995. While these resulted in improved export performance, the share of manufacturing value-added in gross domestic product, as well as the country's growth rate, is still relatively low.
3 Nevertheless, simulations suggest that reductions in tariff rates between 1994 and 2000 generally reduced poverty (see Cororaton and Cockburn 2007) . 2 Starting from 1981, overall nominal tariffs were reduced over a series of phases under the Tariff Reform Program. By the late 1980s, the government had implemented the Import Liberalization Program, which resulted in the reduction of regulated items from 32% to only 3% by 1996.
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The share of manufacturing value-added in gross domestic product was 26% in 1980, 22% in 2000, and 22% in 2007 . The average growth thereof was 0.9% in the 1980s, 2% in the 1990s, and 4% in 2000 (World Bank 2008 .
Following the signing of its first regional FTA, AFTA, in 1992, the Philippines' increasing outward orientation was complemented by a regional focus. Along with FTAs with the PRC, Korea, and Japan, implemented through the ASEAN channel, the Philippines has signed FTAs with Australia, New Zealand, and India. The country also recently became party to a bilateral FTA with Japan (Philippine Exporters Confederation [Philexport] 2007b; Senate of the Philippines, Senate Economic Planning Office 2007). In addition, the Philippines signed a trade and investment framework agreement 4 with the United States (US) in 1989 and has agreed to various types of bilateral trade, investment treaties, and memoranda of understanding with more than 35 countries. Today, the country has a multi-track approach to liberalization-unilateral, regional, and bilateral.
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Alongside trade reforms, major investment reforms were also undertaken in the early 1990s, including, of particular importance, the enactment of the Foreign Investment Liberalization Act and the Special Economic Zone Act. These reforms attracted substantial foreign direct investment (FDI) in manufacturing and underscored the contribution of foreign-owned firms (particularly multinational corporations [MNCs] ) in increasing output as well as in linking the Philippines to global and regional production networks. With the objective of establishing the Philippines as a production base (particularly in the auto and electronics sectors), the country has participated in both the ASEAN Industrial Cooperation (AICO) scheme (discussed in Section 3) and the Information Technology Agreement (ITA) through the WTO. 
Tariff, Trade, and Investment Profile
Tariff structure. Although tariff reforms have undergone some recalibrations and reversals over the years (WTO 2005) , overall tariffs were gradually liberalized to a simple average applied most-favored-nation (MFN) tariff rate of 6.3% by 2008 (see Table 2 for selected rates). This rate is already low by developing country standards. Electronic inputs are mostly duty free, with an average MFN tariff rate of 3.8% for electrical machinery (WTO 2009 . Dispersion has also fallen, with most items within the 0-10% tariff range and only four items at the 60-65% tariff level (down from 53 items in 2000) (Philippine Tariff Commission 2009). MFN and AFTA Liberalization. Following the signing of AFTA in 1992, the Common Effective Preferential Tariff (CEPT) scheme with ASEAN member countries was implemented a year later (Philexport 2007a; Balboa, Medalla, and Yap 2007) . AFTA's objective was to increase ASEAN's competitive edge as an integrated production base in overseas markets and the CEPT scheme's aim was to reduce intraregional tariffs to 0-5% on 99% of tariff lines by 2010 for ASEAN-6 countries, including the Philippines. Barriers to international and intra-4 A trade and investment framework agreement is a prerequisite to negotiating a bilateral FTA with the US. 5 The government's medium-term development plan states that the Philippines will continue to participate in and conclude various international trading arrangements and aim to maximize exports and investment opportunities offered through these trade agreements (NEDA 2004 Aside from the CEPT scheme, the Philippines is also party to ASEAN agreements on its 11 priority integration sectors (which include agro-based products, automotives, and electronics); investment area; mutual recognition; industrial cooperation scheme; and trade facilitation. The firm-level results in Section 3 will shed light on the impact of AFTA on Philippine business.
Export profile. Trade liberalization efforts have changed the food sector's output structure, largely benefiting labor-intensive and competitive industries (Dueñas-Caparas 2007) . Since 1980, exports of commodity goods have shifted from traditional products (such as coconut, sugar, forest products, mineral products, fruits and vegetables, abaca, and tobacco) to nontraditional exports (specifically industrial manufactures), which accounted for 73% of total merchandise exports in 2006. The share of electronics-primarily semiconductors and data processing machines-was almost three quarters of total exports, while machinery and transport equipment, consumer manufactures, and food processing products contributed almost 10% of total exports.
The country's heavy reliance on electronics has raised serious concerns in light of the global recession, weakening demand for imported electronic products abroad, rising power costs and crude oil prices, and the sector's need for innovation (Philippine products in the electronics sector generally have low value-added and high import content). Primarily due to the slowdown in the US market, two of the country's biggest information technology companies-Texas Instruments Philippines and Intel Corp. 7 -announced either the closure of their manufacturing plants or thousands of layoffs in the Philippines in early 2009.
Trade and investment trends with FTA partners. Increased regional liberalization in ASEAN has coincided with a shift in the Philippines' exports toward its existing FTA partners (particularly in ASEAN and its Northeast Asian neighbors) and away from traditional markets like the US and the European Union (EU). Figure 1 and Appendix 3 provide data on Philippine exports, broken down by current and future FTA markets. Highlighting the importance of AFTA, the Philippines' exports to ASEAN countries grew at an impressive rate of 20.4% per year in 1992-2008 and the share of ASEAN in its total exports reached 16.6% in 2008. The effect on Philippine exports of ASEAN+1 FTAs with its Northeast Asian neighbors is also becoming evident. Particularly impressive have been Philippine exports to the PRC, which have grown by 36.6% per year and now account for a quarter of the country's exports, despite worries of competitive threats from cheap imports (Palanca 2004) . While exports to Korea still remain small (3% of exports), they have nearly doubled since 1992. Meanwhile, exports to the US-the Philippines' largest trading partner in the 1980s and early 1990s-have contracted by more than two-thirds over the same period to 12.8% of total exports. By comparison, exports to Japan have remained relatively unchanged due to preferential market access via the bilateral FTA with Japan and the ASEAN-Japan FTA.
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In 2007, the Philippines won (over the PRC) a 1 billion US dollar (US$) semiconductor test and assembly plant planned by Texas Instruments. Meanwhile, Intel Corp. used to be one of the biggest exporters in the Philippines and one of the first to set up semiconductor manufacturing facilities (35 years ago). This rapid intraregional growth in trade has created new markets for consumer goods from Philippine firms, as well opportunities to participate in robust regional production (e.g., shipping intermediate goods to the PRC for further processing). Similar positive export trends can be seen with other new and potential FTA partners, such as Australia, New Zealand, and India. Overall, this structural shift suggests a link to the growth of regional production networks, increased participation of firms in exporting, and increased FTA activity.
Increasing inward investment from FTA partners is also evident. Available data suggests that the growth of net FDI from FTA partners, particularly from Japan, is particularly noteworthy. Overall, the net equity share of the Philippines' current FTA partners increased from 19.6% in 2000 -2001 to 39.4% in 2007 (Bangko Sentral ng Pilipinas 2009 . In terms of value, total net equity from FTA partners has increased from 370.7 million to 977.6 million US dollar (US$), with most investments being in the manufacturing sector. Continued adjustment through technology transfer and the creation of backward linkages is needed to sustain the investments from the country's FTA partners (Aldaba 2008a) .
USE AND PERCEPTIONS OF AFTA
The importance of AFTA for Philippine firms can broadly be attributed to the fact that AFTA is the oldest implemented FTA in the country and connects exporters to regional production networks. Given the prominence of AFTA in the Philippines' trade policy, assessing its utilization rate by firms is fundamental to understanding the agreement's impact. This section sheds light on the first key question regarding whether or not firms use AFTA, by looking at broad patterns of use and supplementing the findings with an econometric analysis based on a set of firm characteristics predicting utilization. The influence of AFTA and other FTAs on Philippine firms that use or plan to use these agreements is also discussed by examining the responsiveness of firms in changing their business plans in response to FTAs.
Patterns of Use
20% of Philippine firms use AFTA. With 31 firms reporting using or having used AFTA, the results revealed higher than expected utilization rates (earlier studies reported much lower rates of use).
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41% of Philippine firms plan to use FTAs. Looking ahead, the overall FTA utilization rate is expected to increase dramatically. At least 63 firms (40.7% of all firms) stated that they plan to use AFTA or recently implemented and/or soon to be signed FTAs. Reflecting the growing interest in the Chinese market, the ASEAN-PRC FTA is becoming a priority agreement for Philippine firms and reflects a perception that the PRC is more of a market opportunity than a threat. While, at the time of the survey, only one firm reported using the ASEAN-PRC FTA and three firms that they plan to use it in the future, firm interviews showed that the ASEAN-PRC FTA ranks among the most important FTAs. Later, Section 3.3 will illustrate how firms in the food sector are eyeing strategic and emerging markets covered by FTAs, particularly the ASEAN-PRC FTA. Other FTAs that are regarded as important to business are JPEPA-which had not yet taken effect at the time of the survey but was generally viewed as a way to increase access to the Japanese market-the ASEAN-Korea FTA, and the ASEAN-EU FTA. Size is determined by number of employees: small = 100 or less; large = 101-1,000; and giant = more than 1,000.
Source: Authors' computation based on survey data.
The transport sector uses AFTA the most. More than a third (38.9%) of transport sector firms use or have used AFTA. 9 This is followed by food firms at 18.6% and electronics firms at 11.8%. The high usage of AFTA in the transport sector can partly be explained by the high margins of preference (5-43%) in their products (see Appendix 4 for a comparison of tariff rates on major Philippine exports to ASEAN). The successful implementation of the AICO scheme has also contributed to AFTA usage. The AICO scheme is ASEAN's industrial cooperation program to promote joint manufacturing industry activities between ASEANbased companies. Large companies, such as Honda Cars Philippines; Toyota Motor Philippines; Philippine Auto Components, Inc.; and Ford Motor Company, have entered into several AICO arrangements and have received special preferential rates of 0-5%. 10 The 8 For instance, Baldwin (2007) cited less than 3% AFTA utilization in the 1990s, while Avila and Manzano (2007) cited an overall utilization rate (computed based on the amount indicated in certificates of origin over value of trade) of 15% for Philippine exporters, mostly in the transport sector. Avila and Manzano (2007) also observed that the high adoption rate of the CEPT scheme by the transport sector suggests that auto sector firms realize savings costs through AFTA. Transport firms avail themselves of CEPT arrangements for moving parts across ASEAN boundaries.
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The major privilege of membership in the new scheme is that AICO products, upon approval, enjoy preferential tariff rates of 0-5%. Other incentives include local content accreditation, where applicable, and other nontariff incentives provided by participating countries. The preferential tariff rate is also applicable to imported intermediate products and raw material inputs for the manufacture of AICO Final Products and appeal of AFTA's high margins of preference for firms in the transport sector is also clear from an analysis of the benefits of using AFTA (see Box 1). Transport firms identified lower tariffs as the most important benefit of using AFTA, stating that AFTA's preferential rates enable them to source cheaper raw materials and components from abroad, thereby reducing their production costs.
The lower AFTA utilization rate among food sector firms (18.6%) can be explained by the smaller margins of preference (0-5% for most major Philippine export products to Malaysia and Viet Nam). One food firm claimed that they use AFTA solely for sourcing packaging materials like high bars and plastic bags from other ASEAN countries. The similarity of food products produced by ASEAN countries also limits intra-ASEAN trade and, consequently, the use of AFTA by food firms.
In the electronics sector, only nine firms (11.8%) use or have used AFTA. AFTA usage among electronics firms is broadly in compliance with the requirements of the firms' mother companies or clients abroad. This low usage rate is generally attributed to: (i) low or zero MFN tariff rates and (ii) firms' use of export processing zones (EPZs) (or economic zones) and other investment schemes. Most of the electronics firms located in designated economic zones 11 are satisfied with duty-free importation and exportation and the tax and nontax incentives granted by the Philippine Economic Zone Authority (PEZA) and, as a result, have no incentive to avail themselves of FTA preferences. Firms that are not located in economic zones also enjoy the benefits of a customs manufacturing bonded warehouse, such as the suspension of payment of duties and local taxes. 
Box 1: AFTA Brings Net Benefits to Firms
AFTA users identified more positive than negative impacts of the agreement (see Figure 2) . The most significant benefits to firms are lower tariffs (71% of FTA users) and increased export sales (58% of FTA users). At least 22 firms stated that AFTA's preferential rates enable them to source cheaper raw materials and components from abroad, thereby reducing their production costs. 18 firms reported that they have realized increased export sales due to wider market access. Additional benefits of AFTA include the concentration of production (11 firms) and new business opportunities (10 firms).
12 Among the sectors covered by the study, transport firms identified lower tariffs and increased export sales as the first and second most important benefits of AFTA, respectively. Most food firms, however, see more benefit in new business opportunities and the concentration of production than in improved market access. Furthermore, firms in the food sector are hoping that FTAs will open channels to nontraditional markets such as the Middle East. For electronics firms, the most important benefit of AFTA use is access to cheaper intermediate goods due to lower tariffs.
In terms of negative impacts, firms using AFTA reported increased competition as their greatest worry. According to 11 firms, domestic suppliers of components and raw materials have been negatively affected by the influx of cheaper imported products. At least eight firms specified that AFTA has been a factor (although not the sole reason) in the relocation of their production to other ASEAN countries. Other disadvantages of AFTA are high documentation costs and lower preferential tariffs than are available to firms through other FTAs (Pasadilla and Liao 2005) . Transport firms worry about increased competition the most, followed by the relocation of production. Electronics firms share the same concerns regarding competition, reflecting the industrial vulnerability of these two sectors as they deal with not only waning demand due to the global economic slowdown, but also internal constraints in moving up the value chain to compete with other global players operating in the Philippines. Domestic firms favor using AFTA. Domestic firms show a higher AFTA utilization rate (23.6%) than foreign-owned firms (18.0%). Moderate AFTA usage by foreign firms could be explained by their traditional major export markets (like the US and the EU), with which the Philippines has no outstanding FTAs. As a result, foreign firms often avail themselves of the Generalized System of Preferences, rather than AFTA, when available.
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This supports the conclusion arrived at by Austria (2004) that two of AFTA's great achievements are the development of an international production base and the acceleration of extra-regional trade. AFTA has created an environment in which MNCs are freer to choose their cross-border bases and conduct their economic activities.
Large and giant firms tend to use AFTA more. Large and giant firms have higher AFTA utilization rates (23.5% and 20%, respectively) than small firms (only 10 of 64 firms or 15.6%). The high usage rate among large and giant firms can be attributed to three factors: (i) they realize larger gains from tariff preferences because they export more; (ii) they have export departments-where the ease of complying with FTA documentation requirements encourages them to use FTAs; and (iii) they are either subsidiaries of or suppliers to MNCs, where origin cumulation in FTAs is implemented or required in their production networks.
Users are largely located outside EPZs. Of the 31 AFTA users, at least 61.3% are located outside the EPZs. Because non-EPZ firms do not enjoy tax and nontax incentives available to firms located in EPZs, they are more inclined to make use of FTA preferences.
Firm-Specific Factors Predicting AFTA Use
While the general patterns that emerge from the data suggest interesting distinctions between users and nonusers of AFTA on factors such as industrial profile, ownership, and size, a more rigorous analysis is needed to control for variations in fixed firm characteristics and to shed light on the precise relationship between firm attributes and their propensity to use AFTA (see Table 4 for a list of variables used in the model).
Model Specification and Hypotheses
Using the general patterns of AFTA use discussed above and other observations, a firmlevel AFTA use function (FTA_USE) can be specified as: 
Hypotheses:
Firm size. The number of people a firm employs was generally expected to be positively correlated with AFTA use. Larger firms were regarded as being more capable of bearing the big investments and risks associated with exporting under FTAs. On the other hand, large domestic firms could prioritize local markets, where they could have de facto monopolies, and so would be less likely to prioritize export markets and FTAs.
Firm age. As a firm matures and gains more experience in the international market, it may perceive more benefits from using FTAs, recognizing market opportunities and having the means to take advantage of them. However, older firms may also have established a market orientation toward traditional non-FTA markets, which could reduce their propensity to use AFTA. In contrast, younger firms could be more dynamic and aggressive in responding to new and changing markets and economic shocks and so be more likely to use AFTA.
Foreign ownership.
Foreign ownership and FTA use were generally expected to have a positive relationship. Access to sophisticated international networks and the knowledge of parent companies, along with international caliber production, technology, and management know-how, could make foreign firms more likely to tap into FTAs. Foreign firms are also generally larger, which could enable them to leverage their size in absorbing risks associated with exploring new FTA markets. On the other hand, foreign firms may be more oriented toward their larger, traditional markets (e.g., the US and EU), resulting in a weaker propensity to use AFTA.
Market orientation.
Market orientation can determine a firm's likelihood to use AFTA. Philippine firms that export only to FTA markets were expected to use FTAs, while those that focus on traditional markets were expected to be less inclined to do so. One reason is that FTA markets tend to be smaller and more regional in focus and coverage. Also, ASEAN and the PRC have dense and well-developed production networks and manufacturing hubs, which have been instrumental in enhancing intraregional trade and sparking growth. To the extent that firms reap benefits from FTA use, using AFTA in these newer and increasingly integrated markets may give firms a competitive edge through cheaper intermediate goods (from lower tariff rates), streamlined production networks, and new business opportunities.
Firm location. Firms located in the national capital region (NCR) were expected to be more likely to use AFTA (because of their proximity to the resources and developed infrastructure of large metropolitan areas) than firms situated in remote or rural areas. Firms located in EPZs receive special incentives and tax breaks, which may make them less inclined to use FTAs if the marginal benefits are small.
Consultations.
Participation in consultations with government or the private sector was expected to be highly correlated with AFTA use. Firms that had responded to this type of outreach or had engaged with officials involved in the negotiation of FTAs were expected to be more vested in the success of trade agreements. Consultations also ultimately enhance the learning and capability building of firms and enable them to navigate the details of FTA provisions by stimulating dialogue and cooperation.
Awareness of FTA provisions. Firms with some or thorough and detailed knowledge of FTA provisions that affect their businesses were regarded as being more aware than firms with little or no knowledge of FTAs. Awareness is generally associated with AFTA use as firms that are informed have most likely invested time and resources to acquire information and are better equipped to take advantage of provisions.
Sectoral dummies. These were used in the model to control for variation in AFTA use based on the industrial profile of firms. In the earlier discussion of patterns of use, transport firms tended to have higher AFTA utilization rates than firms in the food or electronics sectors. This sectoral variation will be tested in the econometric model in the next section.
Probit Model of AFTA Use
A causal relationship between firm characteristics and the use of AFTA was estimated by means of a two-stage multivariate modeling strategy (binary outcomes for the probit model were 1 = firm is an AFTA user and 0 = firm is not an AFTA user) using the firm characteristics described above. After a general form of the model was tested, a reduced form was also tried in order to retest the significant variables from the general form. The findings of the analysis (below) reinforce and validate the patterns found in the data. Probit coefficients and results for both models are presented in Table 5 .
Age is a significant predictor of AFTA use, with older firms more likely to be users. This highlights the critical link between experience (i.e., years in operation) and the likelihood of a firm using AFTA. On average, the probability of firms in the sample that are less than 10 years old using AFTA is about 10% or less, while the probability for firms in operation for more than 25 years increases to over 25%. Experienced firms are generally more confident, having developed core capabilities over their many years in operation and having gained leverage over time to better compete in the world market and take advantage of FTAs.
Domestic ownership and market orientation matter in predicting AFTA use. Local firms have a 29% probability of using AFTA, compared to only 8% for foreign firms. This may reflect the influence of market orientation in the Philippines. With their orientation toward the larger, traditional markets (e.g., the US and EU), foreign firms could be expected to have a weaker propensity to use AFTA. In contrast, domestic firms may aim for regional FTA markets because they are easier to access than international markets. In fact, market orientation is likely to be linked to AFTA use and to be a significant factor in predicting the likelihood of use. Firms that export exclusively to FTA markets have a predicted AFTA usage rate of 18%, compared to only 6% for firms that export to more traditional markets.
AFTA users are firms that have participated in FTA consultations with government or the private sector and have at least some knowledge of FTA provisions. AFTA use appears to depend on a firm's FTA awareness and technical capacity, which is highly predicated on whether or not firms have taken an active role in the FTA process. The average firm that has been involved in consultations has a 30% likelihood of using AFTA, compared to only 9% among firms that have never participated in such consultations. More tellingly, firms that are regarded as aware of FTA provisions have a predicted AFTA use rate of 40%, compared to a mere 11% for those that are less aware.
Industry plays a significant role in the likelihood of AFTA use. Underlying the strong sectoral patterns of use found in the data and described in the previous section is the fact that firms in the transport sector are significantly more likely to use AFTA (34%) that firms in other sectors (9%). The sectoral bias can be accounted for by the large margins of preference enjoyed by transport firms.
In addition to the first model, which employs sectoral dummies (see above), another model was created to examine the link between industrial profile and potential benefits from margins of preference (see Appendix 5). The second model's specification is identical to the first except that an indicator for margin of preference replaces sectoral dummies to account for the variation in industrial profile attributed to margins of preference. Reflecting firms' responsiveness to marginal differences in MFN and AFTA tariff rates, firms with higher margins (i.e., transport and food firms) have a 22% predicted likelihood of adopting AFTA. In contrast, firms for which the agreement provides no advantages in terms of tariff rates are just 8% likely to use AFTA. That the likelihood of using AFTA is predicated on margins of preference also validates firm perceptions of AFTA benefits. AFTA users reported access to cheaper materials and component parts, attributable to AFTA's preferential rates, as the most significant benefit of using AFTA.
Surprisingly, controlling for other firm characteristics, firm size (based on the number of full time employees) and geographical location (whether in EPZs or the NCR) were not significant predictors of AFTA use. 13 Further research using larger samples may be required to verify these preliminary findings on AFTA use in the Philippines.
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Models with the same specification were also estimated separately for small and medium enterprises (SMEs) and large or giant firms. Results revealed that size matters for SMEs but not for large or giant firms, suggesting that because larger firms are already at a sufficient operating capacity, variation in firm size does not affect their propensity to use AFTA. In contrast, SMEs are more sensitive to variation in operational Notes: Dependent binary variable: 1 = firm uses FTAs. Coefficients are estimated using robust standard errors; zvalues are in parentheses: significant at 1% level (***), 5% level (**), or 10% level (*). (a) Indicator that firm exports only to FTA markets. (b) Refers to an awareness level that involves thorough and detailed knowledge or some knowledge of FTA provisions that affect business. (c) All zeros for sector dummies refer to firms that are located in the food sector. (d) Indicator for market orientation is significant at the 11% level in the general form.
Source: Authors' calculation based on survey data.
Business Response to AFTA and Other FTAs
Not only does firm-level evidence show higher than expected AFTA use rates, it also confirms that AFTA users factor in AFTA when they consider their business strategies. 45% of AFTA users and 51% of firms that plan to use AFTA or other FTAs reported that FTAs have influenced their business plans or may prompt them to change their business strategies (see Table 6 ). This responsiveness can provide additional benefits to FTA users (e.g., increased market access), particularly if firms respond by adjusting their business plans to the specific FTA market.
capacity (affected by the number of workers they employ). Note: Foreign firms are defined as firms with at least 10% foreign equity share. Size is by number of employees: small = 100 or fewer; large=101-1,000; and giant = more than 1,000.
Strong sectoral patterns are apparent in business response. 14 Transport, which has the highest FTA utilization rate among the selected sectors, also has the highest rate of business response to FTAs (50% among AFTA users and 60% among those who use or plan to use AFTA). The electronics sector is second with 44.4% among AFTA users and 49% among those who plan to use AFTA. While a smaller share of food sector firms use AFTA (18.6%), a relatively large proportion of processed food manufacturers that use AFTA (38%) or that plan to use AFTA (40%) have adapted or may adapt their business plans to FTAs.
This discrepancy between FTA use and business response may be explained by the market orientation of food firms in the Philippines. Food firms generally consider market access to be one of the greatest benefits of using AFTA (see Box 1). Better access to markets brings opportunities for new business ventures and can trigger entry into new markets. A number of large and giant food firms in the Philippines have complained that the country's current FTA partners are limited to countries with which there are existing revenue streams and do not include other potential strategic markets such as the Middle East (Box 2 presents a case study of a how a food firm responded to FTAs). Furthermore, there is no food supply chain equivalent to existing production networks in the electronics and transport sectors in the region, which could deter a food firm from considering FTA use.
There is a similar pattern among small and medium enterprises (SMEs). About 40% of SMEs that are AFTA users and 54% of those who plan to use AFTA have changed or plan to change their business plans in response to FTAs. Interestingly, despite their lower utilization rates, this business response pattern among small firms is comparable to the response rate of large and giant firms. A possible explanation is that small firms may be responding to FTAs in a defensive manner for survival (e.g., new product development or intensified marketing).
While AFTA utilization rates are much lower for both food firms and SMEs in general, business response rates are higher than expected, suggesting that these firms, regardless of whether or not they use AFTA, may be changing their business plans in response to AFTA as a means of experimenting, engaging new markets, and testing business strategies. The econometric analysis discussed in the previous section supports this observation, with market orientation being revealed as a significant predictor of AFTA use. Firms that export exclusively to FTA markets tend to be AFTA users, while those seeking new markets not covered by FTAs tend not to be. Nevertheless, nonusers adapt and make adjustmentsrecognizing that a forward-looking stance, calibrated to potential growth markets, is especially critical in an increasingly FTA-oriented trading environment. From its start as a simple flour milling operation in 1957, RFM Foods Corporation (hereafter RFM Foods) quickly grew from a small firm making sacks of flour into a diversified company producing a large range of popular branded products-many of which are household names for Filipino families. RFM Foods' products include cake mixes and flour products, pasta and pasta sauces, meat products, fruit juices and drinks, and ice cream and other dairy desserts. While RFM Foods' history in the domestic market is long, it only began exporting in 2000 and is the only domestic food conglomerate that exports Philippine food products, supplying multiple markets in Asia, the Middle East, and the US. In recent years, RFM Foods has entered into joint ventures with firms in Indonesia and Taipei,China and has acquired several well-known pizza and snack franchises.
RFM Foods' overall experience with FTAs has been a positive one. The company began using AFTA and became CEPT-accredited when importers from Thailand and Viet Nam suggested that they could make their products more competitive by lowering import costs under AFTA provisions. RFM Foods perceives the greatest benefits of AFTA use to be lower tariffs and increased market access. Greater market access brings with it new business opportunities and, as FTAs are viewed as catalysts for opening up new markets, they are crucial to RFM Foods' business outlook.
In a forward-looking stance, the company has responded to Philippine FTAs by seeking "strategic or emerging markets" for its products rather than focusing on conventional "revenue stream based" business strategies. While using AFTA exclusively for its exports, it has expressed interest in other FTAs, particularly the ASEAN-PRC FTA and the proposed ASEANGulf Cooperation Council FTA, because the company perceives them as being helpful in providing conduits to nontraditional markets. In fact, RFM Foods recently devoted significant resources to strategizing how to penetrate the 100+ halal markets around the world for its meat products. It hopes to make inroads using FTAs with markets in East Asia and the Middle East for its top two exports: beverages and pasta. Demand for Philippine pasta products has grown as the demand for alternatives to high-end pasta products has increased, particularly in Japan, Korea, and Dubai.
In addition to adjusting its market orientation in response to FTAs, RFM Foods has also changed the way it deals with FTA procedural matters-in particular, ROO issues. Typical ROO issues, such as documentation costs, time delays, and administrative costs, are concerns for RFM Foods, which claims that they add to business costs. However, the actual costs are more nuanced and mostly lie in the great difficulty the firm has in complying with sanitary and phytosanitary (SPS) requirements-rather than in completing AFTA's origin certificate application (Form D). Food firms like RFM Foods experience a "noodle bowl" 15 with a different flavor (relating to food safety and animal and plant health measures, as well as tariff and customs administration).
As an example, halal certification was especially challenging for RFM Foods. The company complained that regulations were not harmonized and that inconsistent requirements across countries made it extremely difficult to export products. Other problems arise when shelf life requirements for products vary across markets. In Bahrain, for instance, the requirements for a given product may allow for 18 months, while Dubai might permit only 12 months.
In December 2008, RFM Foods won a breakthrough, securing accreditation as the owner of the first and only halal-certified meat processing plant in the country. The Islamic Da'wah Council of the Philippines, the only Philippine body recognized by the World Halal Council, granted accreditation to RFM Foods' plant in Cabuyao, Laguna, an area south of Manila. The company's halal certification is bolstered by the hazard analysis critical control point system and carries a triple A (AAA) accreditation from the National Meat Inspection Service, which enables the sale of meat products locally and abroad. With over 70% of the Muslim world strictly following halal food standards, and a global halal food market of over US$500 billion, the increased export opportunities for RFM Foods may now change the way it views compliance with SPS requirements. However, obtaining halal certification may only be half the battle if accreditations are not recognized globally.
In another challenge for RFM Foods, Philippine ice cream is banned in Saudi Arabia because the Philippines is on the World Health Organization's list of cholera-infected countries (ice cream is a top product for RFM Foods and is poised to be a big seller abroad). Philippine businesses lobbied to get the Philippines removed from the list, but meetings only resulted in marine products being delisted; Philippine ice cream and other products are still banned. A more assertive trade contingent, knowledgeable not only about FTA provisions but also about the general trade environment in which firms operate, could overturn exclusions and win other types of concessions.
Source: Based on detailed firm interviews and survey data.
IMPEDIMENTS TO FTA USE
In the previous section, it was shown that the majority of firms (80%) are not using AFTA. This section addresses the second key question in this paper-what factors do Philippine exporters perceive as impediments to their use of AFTA or other FTAs. Properly addressing these factors could lead to a higher probability of FTA use in the future, especially if the 41% of firms that indicated they were considering using FTAs are taken into consideration. As the majority of the respondents were nonusers, the focus of this section is on impediments faced by this group, although a comparative perspective of issues facing users and nonusers is discussed where appropriate. Table 7 sets out the impediments to FTA use reported by all respondents. Among the 109 respondents that were nonusers of FTAs, a lack of information emerged as the top impediment. Delays and administrative costs and the use of export incentives other than FTA preferences were the second and third major impediments identified by firms, respectively. Other barriers to use include rent-seeking behavior due to the arbitrary classification of product origin, product exclusions, and the confidentiality of information required in origin applications. Some firms also complained of the small margins of preference and nontariff barriers employed by FTA partners. FTA users, on the other hand, had a different opinion. The impediments identified by these firms were more residual, such as rent-seeking behavior. 
Lack of Information
Surprisingly, despite more than 15 years of experience with AFTA, the firm survey revealed that a lack of information is the primary reason firms do not use FTAs (as reported by around 80% of nonusers). 16 When looking at firms by sector and size, the perception by firms of a lack of information correlates to low usage rates (see Figure 3) . A lack of information is an impediment to 93.6% of nonusers in the food sector, 76.7% in electronics, and 61.1% in transport. Within the size groupings, a lack of information was reported to be a barrier by 84% of small, nonuser firms. Meanwhile, around 79% of large firms and 50% of giant firms identified this as a factor in their decision not to use FTAs. A lack of information tends to be a greater impediment to FTA use in the food sector and among small firms. That there is a dearth of information resulting in low use or nonuse of FTAs is corroborated by the strong demand for information-related services, as well as the low awareness of FTA provisions among Philippine firms (to be discussed in more detail in Section 6). Firms are demanding increased and enhanced awareness campaigns, FTA training, impact studies on business, more consultation, and nontariff measure (NTM) surveillance (see Section 6). In terms of awareness, only 2.6% of firms in the sample had thoroughly studied the FTA provisions affecting their businesses and an alarming 66.5% had not read any part of the agreements. Awareness in other areas is also weak, with 22% of firms having a limited understanding of the content of the agreements and 9% with knowledge of only some aspects. Table 8 presents the level of FTA provision awareness by firm size. The percentage of firms that have not read any of the provisions of the FTAs is highest among small firms at around 72%, the group that reported a lack of information as a major impediment to FTA use. Note: 155 firms responded to this question on the survey. Size is by number of employees: small = 100 or fewer; large = 101-1,000; and giant = more than 1,000.
Source: Author's computation based on survey data.
These findings make a case for the need to evaluate the quality of information and awareness campaigns on FTAs in the Philippines. In particular, firms complained that the tariff rates of concluded FTAs are not immediately published in the Tariff and Customs Code or in customs circulars, nor are they readily made available on the internet. Firms also said they don't have access to detailed information on whether and how their export products can actually gain from FTA preferences. Finally, only a small number of firms reported attending FTA training seminars, which, in most cases, are offered by consulting companies for a fee.
Delays and Administrative Costs
Previous studies (e.g., Baldwin 2007; Avila and Manzano 2007) have generally attributed non-utilization of AFTA and other FTAs to the tedious and complex process involved-in exporting in general, and specifically in obtaining AFTA's origin certificate. Survey results, however, show that around one-third of nonuser firms indicated that overall delays and administrative costs were together the second greatest obstacle to FTA use-more of a barrier than market access or ROO. Administrative costs include general bureaucratic costs related to exporting. Despite government-led reforms and programs to streamline the processing of imports and exports, such as the "e-customs project" (that would allow for the online submission of manifests and, eventually, the automated processing of applications), and the One-Stop Documentation Center (OSEDC), some procedural lapses persist to the detriment of firms relying on just-in-time delivery. As will be shown later, some improvements to origin administration-through self-certification and the use of electronic data interchanges (EDIs) in the ROO system-could potentially double AFTA use. The issues and areas for improvement in customs and origin administration are discussed in detail in Section 5.
Other Trade and Investment Schemes-Use of EPZs and ITA
Firms identified export incentives other than FTA preferences as another impediment to their use of FTAs. 31 nonuser firms (28.4%) cited their use of multilateral or unilateral schemes as their reason for not using FTAs. Examples of such schemes include the duty-free importation and exportation of electronic products under the WTO's ITA, duty drawback schemes, and EPZs. Firms located in any of the 111 special economic zones are exempt from import and other such tariffs. In particular, the existence of fiscal and non-fiscal incentives in EPZs appears to have greater weight than simple tariff preferences through FTAs. For firms to make better use of FTAs, further investigation is needed into how to make FTAs complement other schemes, rather than being mere alternatives to them (see Box 3).
Box 3: Fiscal and Non-Fiscal Incentives for Firms in EPZs
• Income tax holiday or exemption from corporate income tax for four years (extendable to a maximum of eight years). After the income tax holiday period, firms have the option to pay a special 5% tax on gross income in lieu of all national and local taxes.
• Exemption from duties and taxes on imported capital equipment, spare parts, supplies, and raw materials.
• Domestic sales allowance equivalent to 30% of total sales.
• Exemption from wharfage dues and export taxes, imposts, and fees.
• Permanent resident status for foreign investors and immediate family members. Employment of foreign nationals.
• Simplified import and export procedures. 
Arbitrary Classification of Product Origin
At least 20 nonuser firms (18% of nonusers) identified arbitrary classification of product origin as their reason for not using FTAs. Even more relevant is that 44% of AFTA users also complained that this is an issue for them. The slow adoption of harmonized tariff classifications could result in different classifications being used by exporting and importing countries. In such cases, origin and duty determination becomes discretionary or subject to an arbitrary determination made by the processing or approving officer. This type of arbitrary classification causes disputes between customs authorities and makes it possible for rentseeking behavior to become a great disincentive to FTA use.
Market Access-Too Many Exclusions and Small Margins of Preference
Product coverage and margins of preferences are two factors that influence a firm's decision to use or not to use FTAs. 14 nonuser firms (12.8%) complained about exclusion or sensitive lists in FTAs. For example, some engines, diesel trucks, chassis, and gear boxes are on the PRC's sensitive list under the ASEAN-PRC FTA. Japan, meanwhile, in its bilateral FTA with the Philippines, excludes sensitive agricultural products like rice, wheat, milk, herring, sardines, and mackerel. Under the ASEAN-Korea FTA, Korea excludes fresh or dried bananas and pineapples and lists powdered milk and cream, jams, and fruit jellies as sensitive products.
The small marginal difference between MFN and AFTA tariff rates also discourages the use of AFTA. In fact, nine nonuser firms (8.3%) found the applied MFN tariff rate more advantageous (i.e., lower) than the AFTA tariff rate. This was particularly true for electronics firms that were already eligible for very low or zero MFN tariffs. The food sector has variable incentives to use AFTA, with a 0-5% preference margin for Philippine exports to Malaysia and Indonesia, and a preference margin of 5-45% for exports to Thailand and Viet Nam. On the other hand, firms in the transport sector have consistently had high margins of preference, and hence more of an incentive to use FTAs than the other two sectors surveyed. This reveals a direct relationship between a low margin of preference and nonuse. Appendix 4 provides a comparison of tariff rates faced by Philippine exporters in select ASEAN countries.
Confidentiality of Information
When applying for a certificate of origin, firms have to submit documents with specific information on source, components, and raw materials to prove origin. Some firms perceive this process as requiring the disclosure of confidential information. Eleven nonuser firms cited this as a reason for not availing themselves of FTA preferences. However, this requirement of disclosure holds true only when complying with AFTA's regional value content rule. With the introduction of the coequal or option rule, whereby firms can choose between value content or a change in tariff classification, the risk is mitigated as such confidential information is not required (see Section 5 for a discussion of rule type preferences among surveyed firms).
Nontariff Measures Employed by FTA Partners
Nontariff barriers, such as SPS measures and technical requirements, also contribute to FTA nonuse. Philippine firms in the processed food sector are particularly affected by these types of barriers (Pasadilla 2007 ) because they are required to comply with SPS measures in FTA markets (e.g., ASEAN and the PRC). 48.8% of the processed food firms surveyed reported that they have to produce additional export documents and comply with a number of standards, such as quality and chemical free certification, SPS certification, and certification from authorized agencies or certifying bodies (e.g., WHO's Codex Alimentarius Commission and the World Halal Council). At least 38.5% of all SMEs and more than half of large firms (56.3%) in the food sector found it difficult to comply with these measures. Firms also highlighted the lack of effective surveillance on the requirements of importing countries and insufficient lobbying for the acceptance of Philippines-issued certifications (either by authorized entities or self-certification). As the ASEAN-EU FTA goes into effect, it is expected that NTMs will become more of an issue among exporters, particularly as the EU is viewed as a major export destination for food products and because EU regulations are especially stringent.
Other Barriers to FTA Use and Exporting
Preferential trade agreements are viewed as the drivers of trade liberalization, opening up new markets to firms and providing incentives for industrial reform across all sectors. However, optimal export behavior and the use of FTA preferences may depend on other domestic and environmental factors (see Box 4).
Box 4: Impediments to Exporting: Beyond FTA Provisions
Trade reforms alone may be inadequate catalysts for growth without the complementary policies that strengthen links between the domestic economy and trade (Austria 2003) . A major hindrance to expanding growth and export potential is that the bulk of exports in the Philippines are still produced by the low-skill, labor-intensive segment of the production chain. A shift to high-value manufactures will require a well-devised investment policy on technology upgrading to enhance domestic capacity. Cross-country research that included the Philippines has demonstrated that technological capabilities increase the propensity to export among firms and that the Philippines lags behind the PRC and Thailand in terms of technological competence in electronics (Wignaraja 2008) . In addition, recent empirical evidence has shown that trade liberalization promotes innovation and productivity growth in individual firms (Teteryatnikova 2009 ). Thus, trade arrangements, such as the WTO's General Agreement on Tariffs and Trade and FTAs, should be explored to increase opportunities to address the need for product innovation.
Macroeconomic weaknesses, such as chronic fiscal debt problems, also hamper investment and productivity growth. Inadequate infrastructure in transportation and logistics (e.g., congested ports in Manila) causes inefficiencies in the movement of goods. The poor state of public finance and a low domestic savings rate stand in the way of stable and sustainable growth (Bautista and Lamberte 2005) . Finally, business regulatory procedures are cumbersome and plagued by bureaucratic red tape. Exporters and foreign firms also contend with more corruption than their domestic, non-exporting counterparts (ADB 2005a).
UNDERSTANDING ORIGIN ISSUES
As noted in the previous section, some impediments to using FTAs are directly or indirectly related to ROO. 17 The issues range from delays and administrative costs associated with ROO administration, ROO per se, arbitrary classification of origin, and the confidentiality of information required. This section aims to provide further insights into ROO issues in the Philippines. First, a descriptive assessment of origin administration issues from the practitioners' perspectives (i.e., customs officers, traders, and brokers) is presented. Second, an experiment on how businesses would react to an overall improvement in AFTA's ROO system is discussed. Third, firms' perceptions of the probable noodle bowl effect of multiple FTAs and ROO is touched upon.
By itself, ROO exist for authentication and statistical purposes. However, with the emergence of FTAs and other trade regimes, ROO have been a subject of trade debatescriticized for being discriminatory, restricting trade, or validating the noodle bowl hypothesis.
Issues in Origin Administration
More than the ROO per se, origin administration appears to be a pressing concern for Philippine firms. As discussed in Section 4, about 31% of the firms surveyed complained of delays and administrative costs in exporting and in obtaining certificates of origin, and indicated that these were obstacles to FTA use. Origin administration refers to the procedures associated with the application for and issuance of a certificate of origin when exporting and the approval and verification of the certificate of origin when importing. A certificate of origin is a declaration by the exporter (certified by the Philippine Bureau of Customs [BOC] ) that his export products comply with the origin requirements specified under bilateral, regional, or multilateral trading arrangements to which the Philippines is a party.
When applying for a certificate of origin, exporters undergo a pre-exportation verification and examination process. Verification involves the submission of required documents and company visits. The documents must include a description of the export goods and the country of destination; a list of raw materials, parts, and components, as well as locallysourced materials; details of the manufacturing process; and computations for the purpose of determining origin. Company visits are not mandatory except for first time certificate of origin applicants and newly established companies. Afterward, the exporter is subject to a pre-exportation examination, where he must submit the completed certificate of origin application form and the documents verified earlier. The customs examiner will then issue the certificate of origin, which is valid for four months (see Appendix 6 for the detailed procedure for the issuance of a preferential certificate of origin).
Currently, only the BOC (specifically the export coordination division [ECD] at the Port Area, Manila and export divisions of various ports) has the authority to approve and issue preferential certificates of origin in the Philippines. This is rather unusual as most ASEAN countries have designated chambers of commerce and other accredited bodies to issue preferential certificates of origin.
Examples of recurring issues in origin administration are: (i) a lack of information or unclear rules, (ii) inefficiencies arising from the manual processing of origin applications, and (iii) a lack of support and connections with the private sector.
Information on the current step-by-step procedure for origin applications is not readily available to firms or, ironically, even to some customs officers. Most manufacturers and exporters have outsourced the certification process to forwarders and customs brokers. Such heavy reliance on intermediaries, however, results in additional costs to firms and has made them less aware of potential savings through FTA preferences. 18 While reforms have been introduced and electronic data interchange systems have been adopted 19 to automate and computerize the customs processes, the origin procedure remains a paper-based and people-driven system. Although exporters are more or less satisfied with the processing time for certificates of origin (one to two hours, if no plant visit is required), they are concerned about the accuracy of the documents processed by customs officers. Some deletions of information have caused delays and created additional costs for exporters as customs agencies elsewhere refuse to accept the incomplete certificates of origin. Traders have suggested the adoption of a system similar to that implemented in Singapore, which allows for electronic applications for certificates of origin.
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Another impediment related to ROO is the arbitrary determination of origin (according to 20 firms that use FTAs and 11 nonuser firms). This is due to the lack of a harmonized tariff classification system. Although ASEAN has adopted the ASEAN Harmonized Tariff Nomenclature, there are still some products that are difficult to classify.
Potential AFTA Usage with an Improved ROO System
The general types of ROO include "wholly-obtained or produced" requirements, value-added rules, change of tariff classification (CTC) rules, and specific process rules. Because the 18 The extent to which information is available varies by sector. While certain automotive parts suppliers seemed to be very conscious of ROO and/or origin certification procedures and just request their customs brokers to submit their completed origin applications for them, some electronics companies (particularly those working in EPZs) seemed unaware of origin requirements.
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The BOC conceptualized the Selectivity, Post-Audit, Advance Processing, Client Self-Assessment, and Electronic data interchange (SPACE) program as early as 1998 to implement a cargo clearance procedure. SPACE covers the five general principles underlying the progressive clearance procedure.
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Singapore's TradeNet System (now expanded and renamed the TradeExchange) links multiple parties involved in external trade transactions to a single point of transaction that includes the processing of certificates of origin and import and export permits. The system enables the applicant to obtain the necessary papers within minutes rather than days or weeks. See ADB (2005b) for more information.
FTA experience of the Philippines is primarily with AFTA, 21 firms are most familiar with the agreement's Form D and its value content rule. Surveyed firms were asked to evaluate the current AFTA ROO system and how they would react to some improvement to the systemspecifically, to the use of a lower value content requirement and the introduction of a selfcertification mechanism.
Value content refers to the percentage of a product originating from an FTA member country (or multiple countries if cumulation is allowed) required for the product to qualify as originating in that country (or countries). The most popular rule with AFTA users is still AFTA's 40% value content rule (although ASEAN has already adopted alternative ROO). Nevertheless, some firms say that the 40% rule is restrictive and difficult to comply with (on the other hand, one electronics firm said that the 40% value content rule is reasonable and that it benefits domestic industries that supply components).
A self-certification mechanism would essentially allow an exporter or producer within the territory of an FTA member country to declare or affirm that the items covered by the export invoice qualify as originating in that country for the purposes of claiming a tariff preference. Exporters and producers would therefore not need to apply for a formal certificate of origin from authorized government entities. This would reduce the cost of applying for a certificate of origin and, at the same time, reduce the risk of unnecessary disclosures of confidential information. Currently, AFTA's Form D requires that exporters list product components and raw materials at the 6-digit harmonized system heading level and include values thereof. Some subsidiaries of foreign firms contend that mishandling of the information required in the form can be potentially damaging to firms. Furthermore, SMEs find including the additional documents required in applying for an AFTA certificate of origin difficult, if not impossible. For example, small farmers cannot be expected to attach receipts for the raw materials they supply to manufacturers.
Improved ROO could potentially double the AFTA utilization rate. Exporters were asked if certain improvements to AFTA's ROO system-a reduction of the value content requirement and the introduction of self-certification to the origin application process-would increase their likelihood of using AFTA. The results show that these improvements could encourage AFTA use among 43% of nonusers (53 firms), potentially increasing the overall utilization rate from 20% to 54.2% (31 current users plus 53 new firms). Some firms added that the enhancement of business processes or the adoption of a business model for ROO would encourage them to use AFTA. More reforms have been demanded by firms, including the use of EDIs in ROO systems and technical upgrades (see Section 7 for a discussion on the services demanded by surveyed firms).
An improved ROO system is likely to increase AFTA usage to about 75% in the transport sector (14 current users and 13 new firms) and to 59.2% in the electronics sector (9 current users and 36 new firms). Similarly, large and giant firms revealed a proportionately strong positive reaction to potential improvements in AFTA's ROO system: from 23.5% and 20% usage among large and giant firms, respectively, to about 62% (21 current users and 35 new firms) for large and giant firms as a group (Figure 4 ). There would also be a rise in AFTA utilization in the food sector (8 current users and 4 new firms) and among SMEs (10 current users and 18 new firms). The relatively smaller increase among SMEs and food firms brought about by an improved ROO system could be explained by other factors: as discussed earlier, the food sector is more concerned with NTM surveillance and standards harmonization than ROO per se, while SMEs require technical and financial support to improve their level of competitiveness (Aldaba 2008b) . 21 An unpublished internal BOC report, however, reveals that exporters have begun to explore FTA preferences available through other "ASEAN plus" FTAs, such as the ASEAN-PRC and ASEAN-Korea agreements. Actual users Nonusers that will consider use CEPT = common effective preferential tariff.
Note: Includes firms that responded "Yes" to current use of the CEPT scheme, and nonusers who replied "Yes" or "Maybe" to using the CEPT scheme if the system is improved.
Perception of Impact of Multiple ROO
As the Philippines enters into more bilateral and regional agreements, the perceived "noodle bowl" effect of FTAs or the issue of multiple ROO may become more relevant to exporters. Some firms fear that complex and overlapping ROO in multiple FTAs could lead to extra costs. Problems arise when a single product faces multiple and different ROO criteria across FTAs. This entails additional costs to exporters and creates confusion about which procedures to follow to qualify for FTA preferences and which origin form to use. Currently, each FTA requires different application forms to claim different preferences.
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In reality, however (at least currently), the cost of entanglement appears to be lower than expected. AFTA's ROO model has been replicated to some extent in the ASEAN plus FTAs and JPEPA-a gradual and positive move toward harmonization. Looking at major Philippine products, the various rules exporters face are more or less comparable (see Table 9 ). Across the three sectors, however, the origin criteria on processed food products appear to be the most diverse and most at risk of creating a "noodle bowl" scenario. In a cross-country study of five East Asian countries including the Philippines, Kawai and Wignaraja (2009) suggested a possible explanation for why larger firms have more negative perceptions of multiple ROO than do SMEs. Their econometric analysis showed that larger, older firms tend to export to multiple markets, change their business plans in response to FTAs, and, therefore, are more likely to complain about issues of multiple ROO. In contrast, smaller firms tend to export only to a single market and, hence, have less of a basis for complaint.
FTA SUPPORT SERVICES
This section addresses the third question of this paper regarding what can be done to improve FTA use at the firm level. In it we undertake an overview of the FTA support available and the types of services demanded by firms. First, the agencies or institutions in the Philippines that provide FTA support are examined, and it is determined whether or not exporters avail themselves of such services or support. Second, the types of services demanded by firms are identified, and some areas in which there are supply gaps in FTA support services are explored.
Public and Private Sources
FTA support in the Philippines stems from both public and private entities (see Appendix 7 for details). Public sources include the Department of Trade and Industry (DTI), which is responsible for the implementation and coordination of trade and investment policies, as well as for promoting and facilitating trade and investment through its two bureaus on international trade relations and export trade promotion. Attached to NEDA is the Tariff Commission, which handles all tariff related matters and disputes. The BOC, under the Finance Department, is the sole issuing authority of preferential certificates of origin for use in trade with FTA partners. Private sources include Philexport, which is an umbrella organization for Philippine exporters. It has a trade policy center to inform the private sector of trade policy issues and FTAs, among other information. There is also the Philippine Chamber of Commerce and Industry (PCCI) and various industry associations that advocate for FTAs, offer trade negotiation support, and conduct activities to raise FTA awareness. External consultants (e.g., law and accounting firms) and intermediaries, such as freight forwarders and customs brokers, also provide services for FTA-related needs.
At least 63% of firms identified a government agency as a source of FTA support. Overall, the DTI has been identified as the primary source of assistance. On the other hand, Philexport has been tapped as the lead source of support in the private sector. While the reliance on existing sources of support is strong, exporters are demanding a wide range of services, from information and technology support to financial assistance. Firms have also sought assistance from lawyers, consulting firms, and brokers for their specific FTA requirements.
Services Demanded and Supply Gaps
Almost 90% of the sample (139 firms) demanded information-based services.
Considering that a lack of information is the main impediment to the use of FTAs, it is unsurprising that firms called for more information on FTAs. Specifically, the firms demanded more FTA awareness training (83% of responses), more studies on the impact of FTAs on business (65%), consultation during FTA negotiations (43%), and monitoring and surveillance of NTMs (38%) (see Table 11 ).
A lot has been done, both by the government and by private sector entities, to disseminate information and increase industry participation in FTAs involving the Philippines. However, feedback from firms seems to suggest that existing information-related services on FTAs may be inadequate or need improvement in terms of the quality and depth of FTA support made available. Interagency coordination and public-private cooperation is required to identify which information is needed by whom. This will also avoid the duplication of effort and result in a more strategic and fruitful information campaign.
It will also open up some opportunities for lawyers, private consultants, and brokers to extend their services beyond facilitating the processing of export documents, to also conducting feasibility studies for firms to maximize their benefits from FTA preferences.
Supply gaps in much-needed technology-based services. While the demand for information can be met by bolstering the existing services provided, there are explicit shortfalls in meeting the demand for technology upgrades, such as the use of EDIs in ROO systems and the upgrading of technical standards and skills. Technology-based services are sought by about 65% of the total sample (101 firms). What is worrying is that, as shown in Table 11 , with the exception of customs, there appears to be no tangible source in either the public or private sectors of any FTA-related technology support available to firms. Furthermore, customs alone may be hard-pressed to fully implement the use of EDIs in export and ROO systems-the implementation of EDIs may require further facilities and services from the private sector. In terms of technical and skills upgrading, SMEs are particularly at risk because they have very little in-house capacity and must rely on outside pools of technical expertise and facilities for information. Providing quality testing laboratory facilities for small firms could address these technology constraints. SME support and financial and other incentives are also important. 56% of exporters (87 firms) claimed that SME extension services, financial support, and other incentives are needed, with 47% wanting extension services for SMEs and 42% wanting other incentives. SME extension services could improve the export competitiveness of these firms and allow them to realize gains from FTAs. Trade finance and other credit programs for collateralconstrained SMEs are particularly needed for firms to adjust to the effects of the global economic crisis. ----EDI = electronic data interchange; FTA = free trade agreement; NEDA = National Economic Development Authority; NTB = nontariff barrier; PEZA = Philippine Economic Zone Authority; Philexport = Philippine Exporters Confederation, Inc.; ROO = rules of origin; SME = small or medium enterprise. Notes: -indicates a supply gap where there are no identified providers for the particular service.
Information-Based Services
CONCLUSION
The Philippines is an outward-oriented Asian developing economy that is experimenting with FTAs as a trade policy instrument. The country has had 15 years of experience with AFTA and is participating in a burst of FTA activity, led by ASEAN and a bilateral FTA with Japan. Underlining a greater regional orientation in its trade pattern, the share of Philippine exports destined for ASEAN economies has increased significantly since the early 1990s. While this trend may be indicative of an "AFTA effect," little is known about patterns, determinants, and impediments to AFTA use in the Philippines and this study attempts to remedy this gap in the literature.
Firms in the Philippines use AFTA more than was expected based on previous studies and may start considering other FTAs as they explore new export markets. About 20% of the firms surveyed reported using or having used AFTA, with firms in the transport sector using AFTA the most. The high margins of preference accorded to transport products and the successful implementation of the AICO scheme are possible reasons for the higher utilization rate in transport relative to other sectors. As firms eye new export markets and business opportunities, other FTAs (e.g., the ASEAN-PRC FTA and JPEPA) are beginning to draw the interest of firms. Accordingly, the overall FTA utilization rate among sample firms seems set to double to 41% in the future. Firms in the food sector are boldly considering new and emerging markets and may increasingly turn to FTAs for support. AFTA users perceive net benefits from the regional agreement, in particular cheaper intermediate inputs due to preferential tariffs and increased export sales to regional markets. Econometric testing suggests that the probability of using AFTA at the firm level increases with firm age, domestic ownership, awareness of FTAs, and membership in the automotive industry.
While the use of FTAs is set to double in the future, 80% of firms still do not use such agreements, citing several noteworthy obstacles. Dealing with these impediments to nonusers could lead to even higher potential use of FTAs in the future. Nonusers of FTAs-including AFTA-indicated that a lack of information was the most significant impediment to FTA use in the Philippines. Other impediments to use include the availability of EPZ incentive schemes, delays in origin administration, rent-seeking behavior, and nontariff barriers in partner country markets. Strikingly, the majority of the sample firms (73%) did not think that multiple ROO in overlapping Asian FTAs significantly added to business costs (at present). As the number of Asian FTAs multiplies in the future, however, steps will need to be taken at the regional and national levels to minimize the potential noodle bowl problem. In the Philippines, residual procedural issues with respect to exporting and applying for origin certificates need addressing. Firms further suggested that there is room for improvement in the AFTA ROO system (e.g., lower regional value added content and the introduction of self-certification mechanisms). Harmonization, adoption of a coequal rule, and cumulation are also important factors across Asian FTAs.
The evidence suggests that there is a case for better mainstreaming of FTAs into Philippine national trade policy and for improving support services to firms. More generally, the examination of enterprise perceptions of the institutional support system in the Philippines revealed an excess demand for a range of support services (e.g., information-based, technology-based, and SME extension services) to enable firms to use FTAs more effectively in the future.
From these findings, the study offers the following key lessons and suggestions for the Philippines and other developing countries that are beginning to adopt FTAs as part of their trade and development strategies:
• Information is the key to effective FTA implementation. The important role of complete and up-to-date information on FTAs cannot be overemphasized. Trade officials rely on information in making policy decisions and in negotiating FTAs. Businesses also require equivalent information-throughout the FTA life cycle from the proposal and negotiation stages to implementation-to fully benefit from FTAs. Improving data collection, particularly on the use of FTAs, would be useful in assessing the overall effectiveness of FTAs.
• Awareness, consultation, and training are crucial. Broad-based consultations (before and during FTA negotiations) help address the concerns of all stakeholders. Consultations also help firms to foresee and assess the potential gains from FTAs and to change their business plans, if need be. While reaching out to all firms could prove to be difficult, innovative and cost-effective methods of disseminating information on FTAs could be explored as a means of increasing awareness (e.g., use of FTA portals, creation of an FTA experts pool, and highlighting success stories from other firms).
Seminars and other forms of training could also be expanded (from providing basic information to laying down step-by-step procedures) and tailored to each type of industry or sector in order to be more relevant to firms. SMEs, in particular, may require further interaction and resources beyond consultations to increase their likelihood of using FTAs.
• Simplicity is a powerful incentive to firms to adopt FTAs. The probable savings from using FTAs are sometimes disregarded by firms because the process of availing themselves of FTA preferences tends to be complicated. A simpler ROO regime-e.g., with harmonized tariff classification and origin rules, alternative rules, standardized and streamlined procedures, self-certification features, a one-stop-shop export documentation facility-would promote the use of FTAs among firms.
• SME-focused FTA outreach is needed. SMEs require assistance in enhancing their export performance and product diversification and in analyzing trends in international demand. Enabling small firms to restructure, set marketing priorities, and, eventually, increase their foothold in the newer, more dynamic markets with which the Philippines has negotiated FTAs, will encourage use.
• Supporting mechanisms are essential. Learning to export under FTAs involves acquiring the requisite technological capabilities to meet world-class price, quality, and delivery standards. Within or outside the FTA framework, government support for technology and skills upgrading is essential in improving overall firm-level competitiveness. Support for NTM surveillance, trade finance, and the use of EDIs have proven to be essential. Also, in view of the high AFTA usage rates in the transport sector, other sectors could explore the possibility of adopting similar AICOtype arrangements for AFTA and other FTAs.
• Broader systemic adjustments are important complements to FTA-specific improvements. Beyond tariffs and ROO, recurring problems such as rent-seeking behavior, inefficiencies, and inadequate transport and logistical infrastructure should also be taken into consideration. To be effective tools for business, FTAs must achieve their objectives of promoting growth when they are embedded in wider programs of economic reforms. Under ADB supervision, a local survey firm implemented the survey and conducted face-to-face and phone interviews with firms across the Luzon, Visayas, and Mindanao areas during a period from May to November 2008. Within the firms, the majority of the respondents interviewed handled import-export functions or were in general management, including owner-managers.
APPENDIX 2: SAMPLING METHODOLOGY
Notes: Foreign firms are defined as firms with at least 10% foreign equity share.
Size is by number of employees: small = 100 or fewer; large = 101-1,000; and giant = more than 1,000. Location is by economic zone membership (PEZA, non-PEZA) and geographic location (NCR, non-NCR). NCR = national capital region, PEZA = Philippine Economic Zone Authority. 853120 Indicator panels incorporating electronic displays Notes: Dependent binary variable: 1 = firm uses FTAs. Coefficients are estimated using robust standard errors; z-values are in parentheses: significant at 1% level (***), 5% level (**), or 10% level (*). (a) Indicator that firm exports only to FTA markets. (b) Refers to an awareness level that involves thorough and detailed knowledge or some knowledge of FTA provisions that affect business. (c) Indicator that firm has high margins of preference.
APPENDIX 7: PUBLIC AND PRIVATE SOURCES OF SUPPORT FOR FTA USE Public Sources
The Philippine DTI is responsible for the implementation and coordination of trade and investment policies, as well as for promoting and facilitating trade and investment. In 1999, then President Joseph Estrada issued Executive Order No. 124, which deputized the senior undersecretary as a special trade negotiator. The Bureau of International Trade Relations provides trade representation abroad, trade information, and export promotion, and leads the country's bilateral and multilateral trade and investment negotiations, including for ASEAN FTAs and JPEPA. Specifically relating to the bilateral agreement with Japan, at least three working groups and joint coordinating team sessions have welcomed the participation of the private sector. Feedback is also gathered during industry consultations in advance of FTA negotiations, although many stakeholders complain of the lack of broad consultation.
The Bureau of Export Trade Promotion is the lead export promotion arm of DTI, tasked to develop, promote, and expand export trade. A frontline team known as the Export Assistance Network provides real, immediate, and substantial assistance to existing and potential exporters. Among other services, the Bureau of Export Trade Promotion maintains an online system known as Tradeline Philippines (http://tradelinephil.dti.gov.ph) that offers trade statistics, an exporters directory, market profiles, and industry links-particularly updates on policies, trends, and other issues affecting Philippine businesses.
Attached to NEDA is the Tariff Commission, which undertakes public hearings and consultations primarily on antidumping, countervailing, and safeguard investigations, and investigates petitions to vary or remove duty rates (including any changes to tariff classification). The organization has posted an online primer on AFTA and tariff-related issues in FTAs on its website, as well as presentation materials on FTAs that are used during public hearings and consultations.
The Philippine Institute for Development Studies, another agency affiliated with NEDA, is involved in enriching the information pool on FTAs with impact studies and related research. While being a non-stock, nonprofit government organization, it maintains an independent and critical analysis of FTA issues and spearheads research projects on JPEPA and the Philippines-US FTA-including a number of impact assessments and strength-weaknessopportunity-threat analyses for Philippine exporters. In addition, the Philippine Institute for Development Studies conducts regular roundtable discussions, workshops, and other dissemination activities nationwide.
The BOC, under the Finance Department, is responsible for the collection of import and export duties, value added tax, and excise taxes. It is the primary (if not the sole) agency that has the authority to issue and approve preferential certificates of origin for use in FTAs. The export division of the BOC issues notices regarding procedures for securing preferential certificates of origin and gives lectures to industry associations when requested. Jointly with the DTI, the BOC established OSEDC to make export documentation processing (e.g., for export declarations, certificates of origin, and clearances) hassle free for exporters by housing all government agencies in areas where OSEDC operates. Currently, however, the processing of origin certificates is limited to non-preferential certificates of origin and the Generalized System of Preferences; exporters applying for FTA certificates of origin need to do so at BOC offices.
Private Sources
Philexport is an umbrella organization of Philippine exporters with at least 20 chapters and covering 52 industry associations. PCCI offers advocacy and trade negotiation support, organizes FTA workshops through its regional trade policy consultation program, and conducts studies on topics such as the readiness of priority services in the ASEAN economic community. Also, along with Philexport, PCCI is at the forefront of advocacy for the full computerization of the BOC and other export-related government agencies.
Industry associations (e.g., the Philippine Food Processors and Exporters Organization; Semiconductor and Electronics Industries in the Philippines, Inc.; Motor Vehicle Parts Manufacturers Association of the Philippines: and Chamber of Automotive Manufacturers of the Philippines, Inc.) and business clubs (e.g., the Makati Business Club) also offer occasional services, such as the preparation of industry position papers on FTAs, consultations and advocacy on trade negotiations, raising enterprise awareness, and lobbying for technology upgrades.
Finally, firms generally rely on external consultants (e.g., law and accounting firms) and intermediaries, such as freight forwarders and customs brokers, for their FTA-related needs, including export processing and other firm-specific needs.
